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companiesl (wBell AtlanticW
) support the Commission's

proposal to substitute interest during construction (WmeW) for allowance for funds used during

construction (WAFUOCW) accruals, and to use the Wrevenue requirement offset methodw for

recording those accruals.2 As described below, however, the Commission should reject the

proposal to eliminate the distinction between long-term plant under construction and short-term

plant under construction.3 As a result, the use of me accruals and the Wrevenue requirement

offset methodw sIiould apply only to long-term plant under construction.

Currently, AFUDC is accrued on long-term plant under construction, i.e., projects that

will take more than a year to complete.4 AFUDC represents the cost of funds used in deploying

these long-term projects. The AFUDC -- just like the investment in the asset itself -- is

1 The BeD Atlantic Telephone companies are the four Chesapeake and Potomac Te1epIlofte
Companies, New Jeney Bell Telephone Company, Bell Telephone of Pennsylvania and The
Diamond State Telephone Company.

2 s., Notice of Proposed Rulemakina, lit lIN Mf1II" 01 ftI AccolUllilJ. tMIl~
1'rfGbu1ltlor 1111 AU.wac,lor FuM U..DurIIt, CtJutnldio. (AFUDC), CC Docket No.
93-50 (released March 22, 1993) (WNoticeW) at 1 17.

3 Su Notice at 1 17.

4 s., 47 C.F.R. f 32.2004(a).
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recovered over the life of the asset through depreciation expense. As a result, recovery of the

cost of funds supporting lOllI-term construction projects can be spread out over many years as

the asset is depreciated.

For short-term plant under construction, LI., projects that will be completed within one

year, the situation is difJaalt. Under the CommiasioR's rules, investments in short-term

projects are included in rate bile immediately. 'Ibis is rellOIIIble because the short-term nature

of the project means that curn:nt ratepayers will be&in r=.vin& the benefit from the placement

of the asset almost immediately -. by definition, within a matter of months. As the Commission

stated more than a decade 110 when it adopted this approICh, "in the case of projects with short

construction lives (less than one year) it is neither practical nor necessary to separate current and

future users, d and, as a result, it is appropriate to "includ[e] short-term construction projects

in the current rate hue as the investment is incurred" and to "neither compute nor capitalize

IDC on such amounts ... ."6

Capitalizing AFUDC accruals on short-term construction projects increases the riskiness

of investing in such projects. When the recovery of capital costs is deferred and spread over

time, investments in usets with depreciable lives of more than a few years will increase in

riskiness as the telecommunications industry develops greater levels of competition and more

rapid technoJocical clwtge.7 In these circumstances, the Commission should not approve the

S JbIII'ka rd. & rd., l'Iuue II J1lIUll DedliD" tIII4 Otrll" 64 FCC 2d 1 ("Docket
No. 19129) at 1 149.

6 Id. at'15O.

7 The Commisaioa hu I'IlCGInized that dIae is "sipifialat competition in the iJlterexchMF
market, emergiac competitioR in the 1ocI1 .ciJlale market and more rapidly chaR&iaI
technology." III lIN JIfJIIer -I~ ..,• ."...." Pre'CrlptiDII PrDe,a, Notice
of Proposed Rulemakiag, 8 FCC Red 146 at' 8 (1992).
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proposal in the Notice to require me on sbort-term pJant under construction. 'Ibis proposal

would inc,.,. the amount of capitalized costs UIOCiated with network investments, which

would increase the riskiness of those investments and, therefore, tend to discourage them in the

first place.8

The proposal reprdiDg short-term plant UDder construction is also incongruous with

Commission policies designed to promote innovation and productivity. For example, the

Commission implemented price cap regulation for local excbance carriers to motivate them to

increase productivity by, among other things, creating innovative new services and providing

new and existin& services in the most efficient way possible.9 The proposal to require me

accruals on short-term pJaat under construction would frustrate the productivity incentives of

price cap regulation by deayina carrien a cash return Oft the very investments to modernize and

enhance the network that price cap regulation is designed to encouraae. 10

8 'The Commisaion ackaowledpd this fIet at the time it adopted the current policy, whal
it noted that iIIcludiAllllolt-temt construction projects ill rate bale immediately, without any
capitalired AFUDC IIROUIltl, would improve AT.T's cull flow, thereby reducing its overall
risk and cost of capi&al. S. Docket No. 19129 at , ISO. Reversing this policy, therefore,
would tend to iDcreue the riskiness of carrier investments.

9 lWky 11II4 .",. e-unal1lg llIIU'llH' Do.",.. CilnUn, S.CDII4 Rqot'lllllll OtUr,
5 FCC Red 6786 at , 31 (1990).

10 Even if the ConuniIIioft concludes that lo8c-tenn and short-tam plant under construction
should be treated the illite way, the CUl'R!llt distinctiOll between these two items in Part 32
accounts should be mined to provide the daaa necaary should state regulators continue the
practice (now also iDcluded ill the Commiuion's Part 65 rules) of providing a current cash
return requirement OIl short-term plant under construction.
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For the reasons stated above, the Commission should continue its current policy of

providing a cumnt cash return on short-term plant under construction, because short-term plant

under construction benefits current ratepayers. The CommiISion, however, should adopt the

Notice's proposed -revenue requirement off. medlod- and accrual of me, to the extent that

these rule changes are applied only to 1on&-term plant under construction.
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